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NEBRASKA INVESTMENT COUNCIL  

ANNUAL REPORT  
 

I am pleased to present the Annual Report for the Nebraska Investment Council for the year ending 

December 31, 2017. The Council oversees $27 billion across 34 investment programs: 

Å $13.5 billion in 5 defined benefit pension plans. 

Å $3.3 billion in 7 other retirement plans. 

Å $1.3 billion in 11 public endowments. 

Å $3.6 billion in the Operating Investment Pool, the State's checkbook, managed internally. 

Å $330.1 million in State funds managed by the University of Nebraska Foundation. 

Å $76.6 million in 3 State trusts. 

Å $4.9 billion in 4 college savings plans. 

Å $4.1 million in the Nebraska Enable plan. 

The funds are spread among over 70 investment firms and over 150 investments. 

 

The term Council is used in several ways: 

Å The Council is the eight-member governing body including five private citizens appointed by the 

Governor and confirmed by the State Legislature, and three ex-officio members: the State Treasurer, the 

Director of the Public Employees' Retirement Systems, and the Director of the Omaha School Employees 

Retirement System. 

Å The Council is an independent state agency with a ten-member Investment Team. 

Å Most importantly, the Investment Council is the eighteen of us working together for the citizens of 

Nebraska. 

 

The Council is grateful for the support we receive from the Governor and other statewide elected officials. 

We appreciate the interest and encouragement of state legislators, particularly the Nebraska Retirement 

Systems Committee, Appropriations Committee and their staff. We value our close working relationship 

with other state agencies, the Nebraska Public Employees Retirement Systems and Omaha School 

Employees Retirement Systems staffs and boards.  

 

Our mission statement reflects our shared goals: 

It is the mission of the Nebraska Investment Council to prudently manage the funds entrusted to us 

by the people of the State of Nebraska. We deliver investment management services to provide direct 

financial benefit exclusively to the owners of these funds. We are committed to thorough, sound, and 

informed analysis in order to achieve superior returns while maintaining prudent levels of risk. 

 

This Annual Report is designed to give Nebraska citizens a summary as outlined in Neb. Rev. Stat. §72-

1243 of Council activity, and an overview of portfolio structure and performance for the assets entrusted to 

the Council. This report and a wealth of other information about the Nebraska investment programð

including specific manager detail in quarterly performance reportsðcan be found on the Nebraska 

Investment Council website at http://www.nic.nebraska.gov. Please contact me with any questions you 

have. I can be reached directly at 402-471-2001 or michael.walden-newman@nebraska.gov.  

 

 
Michael W. Walden-Newman 

State Investment Officer 
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NEBRASKA INVESTMENT COUNCIL PORTFOLIO  

 

 
 

Transaction Summary 
 

 Beginning 

Balance 

Net 

Contributions  

Investment 

Results 

Closing 

Balance 

 (millions of dollars) 

Defined Benefit Plans $ 10,621  - $ 174 $ 1,782 $ 12,229 

State & County Retirement Plans/ 

Deferred Compensation Plan 

2,918 - 54 456 3,320 

Omaha School Retirement 1,191 - 31 89 1,249 

Operating Investment Pool 3,772 - 223 71 3,620 

NE Educational Savings Plan Trust 4,194 70 589 4,853 

Nebraska ENABLE Savings Plan 1 3 0 4 

General Endowment Funds 826 - 19 90 896 

Health Care Endowment Fund 386 - 20 64 430 

University Funds 294 - 8 45 331 

Miscellaneous Trusts 76 - 2 3 77 

2017 Totals $ 24,2791 - $ 459 $ 3,189 $ 27,009 

     

2016 Totals $ 21,922  - $ 372 $ 1,538 $ 23,088 

2015 Totals 21,962  - 227 187 21,922 

2014 Totals 20,595 159  1,208  21,962  

2013 Totals 17,769 372 2,454 20,595 

2012 Totals 15,831 241 1,697 17,769 

2011 Totals 15,578 112 141 15,831 

1. Omaha School Employees Retirement was added on January 1, 2017.   

 

Council Initiatives 

 

The Council investment program remains solid and 2017 work produced results. 

 

In November the Council approved a new, improved equity portfolio for the retirement plans. This was the 

culmination of work began in 2015 to exam the entire Council portfolio, asset class by asset class, using a 

45.3%

12.3%

4.6%

13.4%

18.0%

0.0%
3.3%

1.6% 1.2%

0.3%

Defined Benefit Plans

State & County Retirement

Plans/Deferred Compensation Plan
Omaha School Employees

Retirement
Operating Investment Pool

Nebraska Educational Savings Plan

Trust
ENABLE Savings Plan

General Endowment Funds

Health Care Endowment Fund

University Funds

Miscellaneous Trusts
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"blank sheet" approach. The process does not simply target underperforming managers. We ask instead: 

ñDoes the asset class have a place in the portfolio? If so, what style? What weight? And finally, which 

managers?ò  

 

The equity review was Council directed. The Council began in 2015 with our $2 billion global equity 

portfolio, approving a new manager line up in May 2016. We turned our attention then to the rest of the 

public equity portfolioðthe $6 billion invested in domestic and international equities. Throughout 2017 

the Council conducted an in-depth exploration of options for portfolio improvement. In November the 

Council approved an integrated equity structure. We believe this methodical investment management 

process keeps the portfolio fresh and fine-tuned. Without it, portfolios run the risk of being based on 

yesterday's best practices and ideas, not tomorrow's. 

 

On January 1, 2017, the Council assumed investment management of the Omaha School Employees' 

Retirement System (OSERS) assets. Collaboration with OSERS begun in 2016 ensured a smooth transition. 

The OSERS director became a welcomed ex-officio member of the Council. 

 

The Council's 2017 summer retreatðan annual policy-focused Council meetingðcovered three critical 

areas: 

 

 Å Trends in DC Plans - The investment options for state and county employee participants in the now-

closed Defined Contribution Plan and active Deferred Compensation Plan are the same. The Council has 

begun a review of those options to make sure that we are meeting our fiduciary responsibility to provide 

best-in-class investment possibilities for plan participants.  

 

Å  Managing Long-term Investments - The Council invests a portion of its portfolio in illiquid investments. 

Private equity fall into this category, as well as some real estate and debt investments. With our alternative 

portfolios maturing, it was a good time to understand exit options. 

 

Å Asset Allocation - The primary determinant of investment returns is asset allocation. In conjunction with 

our holistic equity review, the Council took a broader look including fixed income and alternatives to chart 

the course for the coming years. 

 

The Council wrapped up a 2 year study of investment policies to improve the clarity of the Council's 

investment philosophy and to conform to changes in state law. The Council approved changes in 2016 and 

2017, with the majority approved by the Council in February 2018. 

 

Finally, the Council launched a new website in January 2017. The new site, which won an international 

award for website design, has improved transparency and public access. It includes descriptions of the 

various investment pools under Council management, investment policies, and investment performance. 

To increase transparency, the Council now posts all meeting materials ahead of Council meetings with each 

meeting agenda. 

 

Capital Markets Overview 

 

Global equities ended 2017 as they started the year -- strongly. A strong earnings season for 

corporations combined with continued supportive monetary policy and a synchronized pick-up in global 

growth buoyed global equities. The Dow Jones U.S. Total Stock Market Index, a broad measure of the 

performance of U.S. equities, returned 21.2% for the year. The impressive run for U.S. equities was 
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sustained in the latter stages of 2017 as it became increasingly clear that the tax reform plan would be 

signed into law. Developed non-U.S. equities, as represented by the MSCI EAFE Index, returned 25.0% 

in 2017. A weakening of the US dollar led to higher returns for international equities in U.S. dollar terms 

during the year. The MSCI Emerging Markets Index, a measure of emerging market equities, gained 

37.3% during the year.  

 

Bond markets post positive returns; Federal Reserve maintained course as the Fed hikes 

benchmark rate three times in 2017.  Domestic fixed income markets, as measured by the Bloomberg 

Barclays U.S. Universal Index, returned 4.1% during 2017, mainly driven by the fall of long-term interest 

rates and spread tightening in corporate bonds.  

 

In line with the marketôs expectations, the Federal rate target was increased to 1.25-1.50% in the last Fed 

meeting of 2017 despite inflation remaining stubbornly muted.  Decemberôs hike represented the third 25 

bps increase to the Fed Funds rate during the year.  In the fourth quarter, Jerome Powell was nominated as 

the next Fed Chairman ï this nomination represents a continuation of the steady-as-she-goes approach 

that broadly characterized Janet Yellenôs term at the Fed. Indeed, expectations of three rate hikes in 2018 

changed little on the announcement. More importantly, Fed ñbusiness-as-usualò is also likely to include 

increasingly large reductions of the Fedôs balance sheet and a tightening of monetary policy.   

 

Weaker equity market performance belies robust economic fundamentals in the Eurozone; historic 

divorce bill signals progress in Brexit discussions. The European economy continued to gather 

momentum during 2017. Eurozone GDP grew consistently throughout 2017, and there was a notable 

pick-up in growth in the manufacturing sector.  Meanwhile, Eurozone unemployment continued on a 

downward trend.   

 

For much of 2017, attention on the Eurozone centered on the progress and outlook of Brexit negotiations.  

A change in stance away from a harder-style Brexit was reinforced as a historic divorce agreement was 

reached late in 2017 between UK and European leaders. The exit terms covered in the agreement included 

many of the more contentious elements of the UKôs break from the European Union, including the status 

of European citizens, the settlement of liabilities (between ú40-60 billion) and the eleventh-hour sticking-

point relating to the status of the Irish border. Despite Decemberôs breakthrough, time is ticking as the 

March 2019 Brexit deadline approaches with much left to resolve, including notoriously difficult trade 

agreements. 

 

A continuation of Abenomics following Shinzo Abeôs election win will help support Japanese 

markets as well as provide an anchor for the yen. The Japanese economy has now been growing for 

seven quarters in a row ï the longest spell in over a decade.  Inflation is still a fair distance from the Bank 

of Japan's 2.0% target, however, with annualized consumer price inflation in Japan currently running at 

0.7%. Unlike other major Central Banks, the Bank of Japan seems entrenched in its dovish stance, a 

position that was reinforced with the re-election of Shinzo Abe.  The yield differential between Japanese 

bonds and other developed country sovereign debt could well lead to further depreciation of the yen. 

 

Emerging markets outperformed developed markets in 2017. Emerging markets benefitted from a 

strong global economy, accelerating corporate earnings within emerging market regions, and the 

depreciation of the U.S. dollar in 2017. Higher oil prices should prove supportive to emerging markets, 

but the U.S. Tax Cuts and Jobs Act raises the risk that the U.S. Dollar will strengthen and the yields on 

U.S. debt will rise, threatening recent strength in emerging market countries.  
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DEFINED BENEFIT PLANS  

 

The Defined Benefit Plans are comprised of the School Retirement System of the State of Nebraska, the 

Nebraska State Patrol Retirement System, the Nebraska Judgesô Retirement System, and the Omaha 

Schools Service Annuity Fund.  For these plans, the benefit is determined by formula and does not depend 

on investment results. 

 

School 

ü School Plan members contribute 9.78% of gross compensation to the retirement plan.  This is matched 

by the employer at 101%. 

 

State Patrol 

ü Members hired on or after July 1, 2016 fall under ñTier Twoò benefits.  Benefits are capped at 75% 

of final average compensation for all members.  Tier Two members contribute 17% of gross 

compensation to the retirement plan.  This is matched by the employer at 100%. 

ü Tier One members (hired before July 1, 2016) contribute 16% of gross compensation to the retirement 

plan. This is matched by the employer at 100%.  Tier One members do have the option to invest in 

the DROP (Deferred Retirement Option). 

 

Judges 

ü Judges hired on or after July 1, 2015 (Tier 2) contribute 10% of  compensation. A $6 retirement 

plan fee, as prescribed by law, is remitted  by district and county courts to assist in the funding of 

retirement benefits. 

ü Judges hired on or after July 1, 2004 or Judges who elected to participate in the provisions created 

by LB1097 contribute 9% of compensation.  Upon reaching 20 years of service credit, this rate 

decreases to 5%. 

ü Judges hired before July 1, 2004 who elected not to participate in the provisions created by LB1097 

contribute 7% of compensation.  Upon reaching 20 years of service credit, this rate decreases to 1%. 

 

  
 

95.1%

3.4%
1.5%

Plans as a Percentage of Total

Schools, 95.1% State Patrol, 3.4% Judges, 1.5%

27.0%

19.0%

11.5%

30.0%

7.5%
5.0%

Policy Asset Allocation

U.S. Equity

Global Equity

Non-U.S. Equity

Fixed Income

Real Estate

Private Equity
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The School Plan is the largest of the three plans totaling $11.6 billion of the $12.2 billion (95%) in the 

Defined Benefit Plan.  The Policy Asset Allocation of the plan currently is listed above and it maintains a 

57.5% to public equity, 30% fixed income, 5.0% to private equity, and 7.5% to private real estate.  

 

During 2017 the Defined Benefit Plans experienced a 16.6% return compared to its benchmark of 16.3%.   

 

The following table outlines the Actuarial Report completed as of June 30, 2017.  The School Plan has a 

funded ratio of 86.7% compared to 85.0% for the Patrol and 86.8% for the Judges plan. 

 

  School Patrol Judges Total 

  (millions of dollars) 

June 30, 2017 Assets (actuarial value) $10,810  $ 395  $ 175  $11,380  

 Liabilities (AAL) 12,466 465 187 13,118 

 Surplus - $ 1,656  - $ 70 - $ 12  - $ 1,738  

 Funded Ratio 86.7% 85.0% 93.6% 86.8% 

 

The Defined Benefit Plans operate on a July 1 ï June 30 fiscal year.  The State and County Plans (see 

following) operate on a calendar year.  

 

CASH BALANCE PLAN  

 

Since January 2003, the accounts for all new employees who participate in the State and County Retirement 

System Plans are automatically invested in the Cash Balance Plan.  Members who participate in the Cash 

Balance Plan do not make their own investment choices. Contributions to these accounts come from both 

the employee and the employer, and the rates are identical to those in the Defined Contribution Plan.  The 

assets are held in a trust fund which is managed by the Council.  Cash Balance participants are guaranteed 

an annual interest credit rate which is defined in statute as the greater of 5% or the federal mid-term rate 

plus 1.5%.  The interest credit rate is reset each calendar quarter.  During 2017 calendar year, the plan 

issued a 3.07% dividend to state participants, while the county participants received a 0.51% dividend. 

 

0%

10%

20%

30%

1 Year 3 Year 5 Year 10 Year Since 7/1/83

1 Year 3 Year 5 Year 10 Year Since 7/1/83

DB Plans 16.6% 8.6% 10.1% 6.3% 9.2%

Benchmark* 16.3% 8.1% 9.6% 6.2% 9.3%

Defined Benefit Plans

*This is a blendedbenchmark. As of October2015, 31.5% of theDJ U.S. Total StockMarket Index,15%

of theMSCI All CountryWorld IMI, 13.5% of theMSCI All CountryWorld ex-U.S. IMI, 30% Bloomberg

BarclaysCapitalUniversal,6% of theNCREIFODCE,and4% of theDJ TotalStockMarket+ 3%.



12 

The Cash Balance Plan has a strategy that is designed to mirror the investment strategy of the Defined 

Benefit Plans, so the asset allocation is the same as the Defined Benefit Plans. 

 

Although the asset allocation is the same as the Defined Benefit Plans, the annual investment return does 

vary just slightly.  During 2017, the Cash Balance Plan experienced a return of 16.5% compared to 16.3 % 

for the benchmark.  This return is above the crediting rate earned by the participants during the year. 

 

 

 

STATE & COUNTY RETIREMENT PLANS/ DEFERRED COMPENSATION PLAN  

  
 

 

0%

10%

20%

30%

1 Year 3 Year 5 Year 10 Year Since 1/1/03

1 Year 3 Year 5 Year 10 Year Since 1/1/03

Cash Balance Plan 16.5% 8.5% 10.1% 6.3% 8.1%

Benchmark 16.3% 8.1% 9.6% 6.2% 8.2%

Interest Credit Rate 5.0% 5.0% 5.0% 5.0% 5.2%

Cash Balance Plan

*This is a blendedbenchmark. As of October2015, 31.5% DJ U.S. Total StockMarket Index,15% MSCI All CountryWorld

IMI, 13.5% MSCI All CountryWorld ex-U.S. IMI, 30% BloombergBarclaysCapitalUniversal,6% of theNCREIFODCE,and

4% of theDJ TotalStockMarket+ 3%.

30.3%

69.7%

State & County Retirement 

Systems

Defined Contribution, $930.9  million

Cash Balance, $2,143.8 million

83.2% 2.9%

13.9%

State Deferred Compensation Plan 

& 

State Patrol DROP Plan

Deferred Compensation Plan, $204.2 million

State Patrol Drop Plan, $7.2 million

Mass Mutual, $34.1 million


